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[4219-81-M] 
DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT 


Office of Assistant Secretary for Housing— 
Federa! Housing Commissioner 


[24 CFR Part 894} 


{Docket No. R-78-603] 


LOW RENT HOUSING HOMEOWNERSHIP 
GPPORTHURITIES 


Turnkey ill Program 


AGENCY: Department of Hovsing 
and Urban Development. 


ACTION: Proposed rule. 


SUMMARY: This proposed rule would 
amend the Turnkey Ifl Home Cwner- 
ship Opportunities Program to give 
Public Housing Authority (PHAs) 
greater flexibility in the marketing of 
Turnkey III units and to set forth 
standards and precedures applicable 
to homebuyers. Included in the pro- 
posed rule are provisions for operating 
subsidies and PHA purchase money fi- 
nancing. The changes are designed to 
improve operational flexibility of the 
program and to improve management. 


EFFECTIVE DATE: January 29, 1979. 


ADDRESS: Comments and sugges- 
tions, which should include a refer- 
ence to the docket number and date of 
publication, should be sent to the 
Rules Docket Clerk, Office of General 
Counsel, Room 5218, Department of 
Housing and Urban Development, 451 
%th Street, S.W., Washington, D.C. 
20410. 


FOR FUTHER 
CONTACT: 


Wayne Hunter, Office of Assisted 
Housing Management, Department 
of Housing and Urban Development, 
451 7th Street, S.W., Washington, 
D.C. 20410, 202-755-6460. This is not 
a toll-free number. 


SUPPLEMENTARY INFORMATION: 


INABILITY TO MARKET TURNKEY III 
UNITS 


1. Section 804.191(b)(1) would be 
amended to provide that where a PHA 
is temporarily unable to market 
vacant Turnkey III units to home- 
buyer famiiies which meet the regular 
Turnkey III standards, the PHA may 
rent the units to families which meet 
the standards for admission to a public 
heusing rental project. 


INFORMATION 


AMENDMENTS WITHOUT PREJUDICE TO 
CONTRACT RIGHTS 


2. Section 804.101(b)(6) would pro- 
vide that a homebuyer who executed 
the form of Homebuyers Ownership 
Opportunity Agreement as required in 
accordance with the Turnkey III regu- 
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lations in effect at the time of the ex- 
ecution shall be entitled to ail rights 
and privileges provided under subse- 
quent amendments cf the regulations, 
but that such amendments shall nct 
be applied in derogation of any rights 
or privileges under the homebuyer’s 
executed agreement. The Turnkey TI 
reguiations were first promulgated on 
October 9, 1973, and were once previ- 
ously amended, on March 22, 1974. 
Section 804.10i(b)(6) would give a 
homebuyer who executed the them re- 
quired form cf agreement on or after 
October 9, 1973, the benefits of the 
present amendments, as well as the 
amendments of March 22, 1974, but 
without prejudicing the homebuyer’s 
contract rights. 


ADMISSION AND CONTINUED OCCUPANCY 


3. Section 804.164(a} would specify 
that the PHA must adopt regulations 
establishing standards and procedures 
for the admission of Turnkey III 
homebuyers, including any prefer- 
ences, priorities or other factors af- 
fecting admission, and that these ad- 
mission regulations must be in accord- 
ance with ail applicabie HUD require- 
ments. 

4. Section 804.104(c)(2) wouid clarify 
the requirements for adopiicn, subject 
to HUD approval, of PriA regulations 
establishing schedules of maximum 
income limits. 

5. Every family selected for admis- 
sion to a Turnkey III development 
must meet defined standards of “‘po- 
tential for homeownership.” The regu- 
lations would be amended (Section 
$04.104(f)(2)) to specify, in accordance 
with Section 6(c)(4XD) of the United 
States Housing Act of 1937, that the 
standards are intended to assure that 
selection for the homeownership de- 
velopment is limited to low-income 
families capable of assuming the re- 
sponsibilities of homeownership. 

6. The regulations now provide that 
a PHA must select Turnkey IIT home- 
buyers whose monthiy payments allow 
@ margin (ten percent) over the mini- 
mum (referred to as “break-even’’) 
needed for maintenance and expenses. 
The amendment would remove the re- 
quirement for a margin over break- 
even. The regulation would state (Sec- 
tion 804.104(g)(2)) the monthly pay- 
ments fer the selected homebuyers 
shall result in average monthly pay- 
ments at least equa! to the break-even 
amount for the development. 

7. The regulations would be amend- 
ed to provide (Section 804.1094(¢)(3)) 
that the PHA must assure in the selec- 
tion of homebuyers the achievement 
and maintenance of occupancy by a 
body of homebuyers with a broad 
range of incomes generally representa- 
tive of the range of incomes of low- 
income families in the area who would 


be qualified for admission to the Turn- 
key TI development. 

The PHA would also be required to — 
avoid concentrations of the most eco- 
nomically deprived families in any one 
or all of the PHA’s iow-income develp- 
ments; and in any project placed 
under ACC after September 26, 1975, 
to assure occupancy of at least 20 per- 
cent of the homes by homebuyers 
whose incomes do not exceed 50 per- 
cent of the median income of families 
in the area who would be qualified for 
admission (Section 804.104(g) (4) and 
(5)). 

8. The regulations (Section 
804.104(h)) governing continued occu- 
pancy of the homes by homebuyers 
who not longer require subsidy, and 
the definition of monthly housing cost 
for this purpose, would be deleted, to 
reflect the elimination of the statu- 
tory requirement for establishing 
limits for continued occupany. Howev- 
er, aiter a homebuyer becomes eligible 
for PHA financing of the home pur- 
chase, the homebuyer is no longer en- 
titled to automatic monthy reductions 
of the purchase price. The purchase 
price is frozen at the amount on the 
purchase price schedule when the ho- 
mebuyer is notified that the financing 
is available (Section 804.116(a)(3)). 


PROTECTION OF CHILD’S INTEREST IN 
Home 


9. The March 22, 1974 amendments 
of the Turnkey III regulations include 
a provision that where a homebuyer 
dies and only minor children are left 
as occupants of the home, the PHA 
may, in order to protect the children’s 
occupancy, and opportunity to gain 
ownership of the home, approve as oc- 
cupant an adult who has been appoint- 
ed legal guardian of the children with 
a duty to preform the obligations of 
the homeownership agreement on 
their behalf. In response to questions 
which have arisen concerning these 
procedures, it is proposed to amend 
Section 804.107(1)(3) to permit a non- 
occupant toe act as guardian of the 
child’s interest in the home, where the 
child continues to live in the home 
with an adult to care for the child. 
The amendments would also provide 
that the income of the person who ac- 
tually cccupies the home to care for 
the child is includéd in the family 
income for purpose of determining the 
amount of the required monthly pay- 
ment, but that the regulatory provi- 
sion requiring the maintenance of 
homeownership potential is not appli- 
cable during the period of approved 
occupany on behalf of the child. 
Other technical provisions would clari- 
fy the respective rights of the child, 
the guardian, and the person living in 
the home to care for the child. 
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HOMEBUYER PAYMENTS 


10. Section 804.102 would state that 
the term “family income” in the Turn- 
key III regulations has the same 
meaning as in the public housing 
rental regulations (Section 8é0.463(f)). 
Section 804.107(j) would be amended 
to state that the PHA’s schedule for 
determing monthly payments must 
comply with the regulations establish- 
ing minimum and maximum rents for 
public housing (Part 860, Subpart D, 
Minimum and Maximum Rent-Income 
Ratios, and Minimum Rent Require- 
ments). This amendment would con- 
firm and clarify the applicability of 
these regulations to Turnkey III (see 
Section 860.402), but does not estab- 
lish a new requirement. 

11. Section 804.107(j) would also be 
amended to delete the reference to in- 
clusion of the monthly allowance for 
utilities in the “maximum required 
monthly payment.” The amount of 
the required monthly payment (con- 
tract rent) reflects a prior deduction 
for tenant-supplied utilities. 


HOMEBUYER ACCOUNTS 


12. Section 804.108(c) would be 
amended to state, as originally intend- 
ed, that where a homebuyer’s monthly 
payment is less than the amount 
needed for the accounts for routine 
and nonroutine maintenance (Earned 
Home Payments Account and Nonrou- 
tine Maintenance Reserve), the defi- 
ciency is supplied out of the PHA’s op- 
erating funds. 

13. A new §804.110(k) would be 
added to make it clear that the 
amount available for use in a home- 
buyer’s Earned Home Payments Ac- 
count is the net amount remaining 
after deducting amounts the home- 
buyer owes the PHA, including deiin- 
quent monthly payments. 

14. Many comments to HUD have in- 
dicated the desirability of providing 
additional equity incentive for home- 
buyers paying more than the amount 
necessary to cover the per unit provi- 
sion for maintenance and operation 
(break-even). Section 804.112(e) would 
therefore be amended to provide that 
where the PHA accumulates an oper- 
ating reserve in excess of the HUD-de- 
termined amount necessary for the fi- 
nancial needs of the project (maxi- 
mum operating reserve level), the 
excess shall be prorated to the equity 
accounts of such homebuyers in pro- 
portion to the amounts of their excess 
payments during the year. Home- 
buyers whose payments for the year 
were less than the break-even amount 
for the year, or are delinquent in 
making required payments, would not 
be eligible for the additional credits. 
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OPERATING SUBSIDY 


15. A new § 804.109(e) would provide 
that HUD will pay operating subsidy 
for the cost of Independent Public Ac- 
countant Audits. The regulations 
would also permit the payment of cp- 
erating subsidy to cover HUD-ap- 
proved expenses for: 

(a) Vacancy losses if the PHA is 
making every reasonable effort to fill 
the vacancies. 

(b) Where a homebuyer’s agreement 
has been terminated, collection losses 
and costs to put the home in condition 
for the next occupant. 

(c) HUD-approved homebuyer coun- 
seling. 

(d) Training of staff and commis- 
sioners. 

(e) Where HUD finds that there are 
unusual circumstances justifying pay- 
ment of operating subsidy. 


PURCHASE OF HoME 


16. The regulations specify that a 
homebuyer may not purchase the 
home unless the homebuyer has 
achieved a specified minimum balance 
in the Earned Home Payments Ac- 
count within the first two years. Sec- 
tion 804.110(c)(2) would be amended 
to provide that the PHA may allow ad- 
ditional time to reach the required 
balance where there are extenuating 
causes of the failure or the reasons for 
the failure may be eliminated by coun- 
seling or other assistance. 

17. A new § 804.110(c)}(3) would make 
it clear that the PHA must consult 
with the homebuyer’s association 
before determining that a homebuyer 
may exercise the option to purchase, 
but that the final decision is the 
PHA’s responsibility. 

18. Section 804.115(b) would be 
amended to provide that the purchase 
price for a homebuyer other than the 
homebuyer who first occupies the 
home is the appraised value or re- 
placement cost of the home, which- 
ever is lower. Section 804.115(c) would 
be amended to provide a uniform am- 
ortization pericd for all homebuyers in 
the development. 

19. Section 804.116(c): would be 
added to state the duty of the PHA to 
remit purchase payments to HUD. 
Where PHA mortgage financing is 
used, these amounts include the mori- 
gagor’s debt service payments. 


PHA MORTGAGE FINANCING 


20. In response to difficulties en- 
countered by Turnkey III homebuyers 
in obtaining independent financing for 
purchase of the homes, Section 
804.116(a) of the proposed regulations 
would allow PHA purchase-money fi- 
nancing for a homebuyer able to cover 
the expenses of homeownership, in- 
cluding debt service, insurance and 
taxes, with 25 percent of family 
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income (see also definition of “PHA 
homeownership financing” 
(§ 804.102)). The PHA financing could 
only be offered when other suitable fi- 
nancing is not available. 

Where the PHA financing is used, 
the PHA would take back at settle- 
ment a promissory note and mortgage 
for the unpaid balance of the pur- 
chase price. The financing instru- 
ments would provide for a reduction, if 
the mortzgagor’s family income is later 
reduced, of the portion of the monthly 
mortgage. payment attributable to 
debt service (§ 804.116(a)(4)(iii)(C). 
Even if the debt service payment is re- 
duced, the mortgage debt would con- 
tinue to be reduced each month in ac- 
cordance with a predetermined amor- 
tization schedule as long as the mort- 
gagor is meeting all obligations 
(§§ 804.116 (a) 4X ii); 804.116 
(a(4Xiii(D)). The mortgagor’s- pay- 
ments for insurance, taxes and the 
PHA mortgage servicing charge would 
not be subject to reduction on account 
of any changes in the family income. 
Since the payments by a mortgagor- 
homeowner are not “rental,” the regu- 
lations (§ 804.116(a)(4)(iiiMC)) specify 
that these minimum payments are not 
subject to the minimum or maximum 
rental (Brooke) provisions in section 
3(1) of the Act, or the HUD Brooke 
regulations. 


RECAPTURE OF PROFIT ON RESALE 


21. Section 804.114 now provides for 
recapture of profit from a homebuyer 
who selis within 5 years after taking 
title to the home. These provisions 
would be modified to require recap- 
ture of profit only if the homeowner 
resells within the five-year period com- 
mencing with the first day of the 
month following the effective date of 
the Homeownership Agreement. Re- 
capture would not be required if the 
homeowner sells after this five-year 
period. Since a homebuyer may not 
take title to the home for the first two 
years of occupancy, the recapture pro- 
visions would now apply only to a 
resale during the three years after the 
homebuyer is first able to exercise the 
option to purchase the home. The 
promissory note would no longer pro- 
vide for reductions of the recapture 
obligation over the five-year period. 


MISCELLANECUS AMENDMENTS 


22. Section 804.107(0)(2) provides 
that where a Turkey III family has 
lost homeownership potential, the 
family may be required to vacate the 
home if the PHA offers the family a 
suitable unit in a public housing rental 
project. These provisions would be 
amended to provide that the family 
may also be required to move if the 
family is able to obtain assistance 
through the PHA’s Section 8 Existing 
Housing Program. 
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23. The Planned Unit Development 
(PUD) or condominum documents es- 
tablishing a homeowner’s duty to 
make payments to the PHA or home- 
owner’s association for common prop- 
erty maintenance and other purposes 
should be recorded before any of the 
homes are conveyed. Section 804.117 
would, however, be amended to pro- 
vide that where the PHA has in fact 
failed to record, a home may not be 
conveyed until the homebuyer has 
contracted to make the payments. 

24. Sections 804.109(a)(7), 
804.109(c)(2), and 804.110(d) would be 
amended to incorporate various tech- 
nical changes concerning maintenance 
of common property. . 

25. Section 804.112(a) would be 
amended to allow the PHA to charge 
against the project operating reserve 
costs of non-routine maintenance 
which are covered by warranty but not 
paid for under the warranty through 
no fault or neglect of the homebuyer. 

26. Appendices setting forth the 
forms of special conditions to be in- 
cluded in a Turnkey III ACC, home- 
buyers agreement, and certification of 
homebuyer status, would be deleted 
from the regulation, but use of HUD- 
prescribed forms would still be re- 
quired. 

A Finding of Inapplicability with re- 
spect to the National Environmental 
Policy Act of 1969 has been made in 
accordance with HUD procedures. A 
copy of this finding is available for 
public inspection in the Office of the 
Rules Docket Clerk during regular 
business hours, at the address speci- 
fied above. 

Accordingly, it is proposed that 24 
CFR Part 804, Subpart B would be 
amended to read as follows: 


Subpart B—Turnkey fl! Program Description 


Sec. 
804.101 
804.102 


Introduction. 

Definitions. 

804.103 Development. 

804.104 Eligibility and Selection of Home- 
buyers. 

804.105 Counseling of Homebuyers. 

804.106 Homebuyers Association (HBA). 

804.107 Responsibilities of Homebuyer. 

804.108 Break-Even Amount. 

804.109 Monthly Operating Expense, Oper- 
ating Subsidy. 

804.110 Earned Home Payments Account 
(EHPA). 

804.111 Nonroutine Maintenance Reserve 
(NEMR). 

804.112 Operating Reserve. 

804.113 Achievement of Ownership by Ini- 
tial Homebuyer. 

804.114 Resale at Profit During First Five 
Years. 

804.115 Achievement of Ownership by Sub- 
sequent Homebuyer. 

804.116 PHA Homeownership Financing; 
conveyance of Home. 

804.117 Responsibilities of Homeowner. 

804.118 Homeowners Association—Planned 
Unit Development (PUB). 
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Sec. 

804.119 Homeowners Association—Condo- 
minium. 

804.120 Realtionship of Homeowners Asso- 
ciation to HBA. 


Subpart B—Turnkey Ill Program Description 


§ 804.101 Introduction. 

(a) Purpose. This subpart sets forth 
the essential elements of the HUD 
Homeownership Opportunities pro- 
gram for Low-Income Families (Turn- 
key ITI). 

(b) Applicability. This subpart shall 
be applicable to all Turnkey III devel- 
opments, including those under devel- 
opment or in operation on October 9, 
1973, as follows: 

(1) With respect to any development 
to be operated as Turnkey III, the 
Annual Contributions contract (ACC) 
shall contain the special provisions for 
Turnkey III project as prescribed by 
HUD. A Turnkey III development may 
include only units which are to be op- 
erated as such under Homebuyers 
Ownership Opportunity Agreements. 
If for any reason it is determined that 
certain units should be operated as 
conventional public housing rental 
units, such units must be made to com- 
prise or be made part of a convention- 
al public housing rental project. If, 
however, the PHA is_ temporarily 
unable to market vacant units in the 
Turnkey III development to families 
which meet the standards for admis- 
sion of Turnkey III homebuyers, the 
PHA shall rent the units to low- 
income families which meet the stand- 
ards for admission to a public housing 
rental project, and which agree to 
move to a suitable unit in a PHA 
rental project if the PHA so requires. 

(2) With respect to Turnkey III de- 
velopments where no Agreements with 
homebuyers were signed prior to Octo- 
ber 9, 1973, the ACC shall be amended 
(i) to include special provisions as pre- 
scribed by HUD, (ii), to extend the 
ACC term to 30 years, and (iii) to 
reduce the Maximum Contribution 
Percentage to a rate that will amortize 
the debt in 30 years at the minimum 
Loan Interest Rate specified in the 
ACC for the specific Turnkey III proj- 
ect involved. Further development and 
operation shall be in accordance with 
this subpart including use of the form 
of Homebuyers Ownership Opportuni- 
ty Agreement as prescribed by HUD. 

(3) With respect to developments 
where any Agreements with home- 
buyers were signed prior to October 9, 
1973, the following steps shall be 
taken: 

(i) The ACC shall be amended to in- 
clude special provisions as prescribed 
by HUD. Further development and op- 
eration shall be in accordance with 
this subpart. 

(ii) The PHA shall offer all qualified 
homebuyers in the development a new 
Homebuyers Ownership Opportunity 


Agreement in the form prescribed By 
HUD, provided that the initial pur- 
chase prices shall be based on the 
latest approved Development Cost 
Budget, or Actual Development Cost 
Certificate if issued, in lieu of the De- 
velopment Cost Budget in effect upon 
award of the Construction Contract or 
execution of the Contract of Sale, and 
that if the ACC for the Project has a 
term of 25 years the Purchase Price 
Schedule shall be based on a term of 
25 years, instead of 30. Each Purchase 
Price Schedule shall commence with 
the first day of the month following 
the effective date of the initial Agree- 
ment. No other modification in the 
new Agreement may be made. In the 
event the homebuyer refuses to accept 
the new Agreement, no modifications 
may be made in the old Agreement 
and the matter shall be referred to 
HUD. 

(4) With respect to Projects which 
were under ACC on October 9, 1973, 
the Total Development Cost Budget 
shall be revised, if financially feasible, 
to include the cost of the appraisals 
which are necessary for computation 
of the initial purchase prices pursuant 
to § 804.113. In the event his is not fi- 
nancially feasible, the matier shall be 
referred to HUD, which may, if neces- 
sary, authorize a different method for 
computation of such initial purchase 
prices on an equitable basis. 

(5) With respect to all developments 
which were completed by October 9, 
1973, the appraisals which are neces- 
sary for computation of the initial 
purchase prices pursuant to § 804.113 
shall be made as of the date of comple- 
tion of the development. 

(6) Homebuyers who executed the 
form of Homebuyers Ownership Op- 
portunity Agreement in the form as 
prescribed by HUD in Accordance with 
this subpart on the date of execution 
shall be entitled to all rights and privi- 
leges provided under’ subsequent 
amendments of the subpart, but such 
amendments shall not be applied in 
derogation of any rights or privileges 
of the homebuyer under the executed 
Agreement. 


§ 804.102 Definitions. 


The term “common property” means 
the nondwelling structures and equip- 
ment, common areas, community facil- 
ities, and in some cases certain compo- 
nent parts of dwelling structures, 
which are contained in the develop- 
ment: Provided however, that in the 
case of a development that is orga- 
nized as a condominium or a planned 
unit development (PUD), the term, 
“common property” shall have the 
meaning established by the condomin- 
ium or PUD documents and the State 
law pursuant to which the condomin- 
ium or PUD is organized, under the 
terms “common areas,” “common 
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facilities,” “common 
“common estate,” 
terms. 

The term “development” means the 
entire undertaking including all real 
and personal property, funds and re- 
serves, rights, interests and obliga- 
tions, and activities related thereto. 

The term “EHPA” means the 
Earned Home Payments account es- 
tablished and maintained pursuant to 
§ 804.110. 

The term “family income” shall 
have the meaning set forth in the defi- 
nition of “Family Income” in 24 CFR 
§ 860.403(f). 

The term “homebuyer” means the 
member or members of a low-income 
family who have executed a Home- 
buyers Ownership Opportunity Agree- 
ment with the PHA, and who have not 
yet acquired ownership of the home. 

The term “homebuyers association” 
(HBA) means an organization as de- 
fined in § 804.106. 

The term “homeowner” means a ho- 
mebuyer who has acquired title to the 
home. 

The term “homeowner association” 
means an association comprised of 
homeowners, including condominum 
associations, having responsibilities 
with respect to common property. 

The term “HUD” means the Depart- 
ment of Housing and Urban Develop- 
ment which provides PHAs with finan- 
cial assistance through loans and 
annual contributions and technical as- 
sistance in development and operation. 

The term “NRMR” means the Non- 
routine Maintenance Reserve estab- 
lished and maintained pursuant to 
§ 804.111. 


elements,” 
or other similar 


The term “PHA” means the local . 


public housing agency which acquires 
or develops a low-income housing de- 
velopment with financial assistance 
from HUD, owns the homes until title 
is transferred to the homebuyers, and 
is responsible for the management of 
the homeownership opportunity pro- 
gram. 

The term “PHA homeownership fi- 
nancing”’ means PHA financing for 
purchase of a home by an eligible 
homebuyer who gives the PHA a 
promissory note and mortgage for the 
balance of the purchase price. in ac- 
cordance with § 804:116(a). 

The term “project” is used to refer 
to the development in relation to mat- 
ters specifically related to the Annual 
Contributions Contract. 


§ 864.103 Development. 


(a) Financial framework. The PHA 
shall finance development or acquisi- 
tion by sale of its notes (bond financ- 
ing shall not be used) in the amount of 
the Minimum Development Cost. Pay- 
ment of the debt service on the notes 
is assured by the HUD commitment to 
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provide debt service annual contribu- 
tions. 

(b) Contractual framework. There 
are three basic contracts: 

(1) An Annual Contributions Con- 
tract containing the Special Condi- 
tions as prescribed by HUD for a 
Turnkey III Homeownership Opportu- 
nity Project; 

(2) A Homebuyers Opportunity 
Agreement in the form prescribed by 
HUD, which sets forth the respective 
rights and obligations of the low- 
income occupants and the PHA, in- 
cluding conditions for achieving home- 
ownership; and 

(3) A Recognition Agreement (see 
Appendix II of Subpart D of this part) 
between the PHA and the HBA under 
which the PHA agrees to recognize the 
HBA as the established representative 
of the homebuyers. 

(c) Community Participaticn Com- 
mittee (CPC). In the necessary devel- 
opment of citizens’ participation in 
and understanding of the Turnkey III 
program, the PHA should consider for- 
mation and use of a CPC to assist the 
community and the PHA in the devel- 
opment and support of the Turnkey 
III program. The CPC shall be a vol- 
untary group comprised of representa- 
tives of the low-income population pri- 
marily and may also include repre- 
sentatives of community service orga- 
nizations. 


§ 804.104 Eligibility 
Homebuyers. 


(a) Adoption of Admission Regula- 
tions. The PHA shall adopt regula- 
tions establishing standards and proce- 
dures for the admission of home- 
buyers to Turnkey III developments, 
including any preferences, priorities or 
other factors affecting admission. The 
PHA admission regulations shall be in 
accordance with all applicable HUD 
regulations or other HUD require- 
ments. 

(b) Announcement of availability of 
housing; fair housing marketing. 

(1) The availability of housing under 
Turnkey III shall be announced to the 
community at large. Families on the 
waiting list for PHA conventional 
public housing rental units who wish 
to be considered for Turnkey III must 
apply specifically for that program 
(see paragraph (e) of this section). 

(2) The PHA shail submit to HUD 
an Affirmative Fair Housing Market- 
ing Plan and shali otherwise comply 
with the provisions of the Affirmative 
Fair Housing Marketing Regulations, 
24 CFR Pari 200, subpart M, as if the 
PHA were an applicant for participa- 
tion in a HUD housing program. This 
Plan shall be submitted with the de- 
velopment program and no develop- 
ment program may be approved with- 
out prior approval of the Pian pursu- 
ant to HUD procedures under said Af- 
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firmative Fair Housing Marketing 
Regulations. If the development pro- 
gram has been approved, but the 
Annual Contributions Contract has 
not been executed, prior to October 9, 
1973, an Affirmative Fair Housing 
Marketing Plan must be approved 
prior to execution of said contract. 

(c) Eligibility and standards for ad- 
mission. (1) Homebuyers shall be low- 
income families as determined in ac- 
cordance with the income definitions 
and limits established by the PHA in 
accordance with the Act, and approved 
by HUD (see paragraph (c)(2) of this 
section). The PHA’s established prior- 
ities and preferences and the require- 
ments for administration of low- 
income housing under Title VI of the 
Civil Rights Act of 1964 (Public Law 
88-352, 78 Stat. 241, 42 U.S.C. 2000d) 
shall be applicable except that the 
procedures used for homebuyer selec- 
tion under Turnkey III shall be those 
set forth in this section. In carrying 
out these procedures the aim shail be 
to provide for equal housing opportu- 
nity in such a way as to prevent segre- 
gation or other discrimination of the 
basis of race, creed, color or national 
origin in accordance with the Civil 
Rights Acts of 1964 (Public Law 88- 
352, 78 Stat. 241, 42 U.S.C. 2000d) and 
1968 (Public Law 90-284, 82 Stat. 73, 
42 U.S.C. 3601). 

(2) Subject to HUD approval the 
PHA shall adopt regulations establish- 
ing schedules of maximum income 
limits. The PHA may esiablish maxi- 
mum income limits for Turnkey III 
which are different from those for its 
conventional rental program, provided 
that those limits are in accord with ail 
applicable statutory and administra- 
tive requirements and are approved by 
HUD. 

(d) Determination of eligibility and 
preparation of list. The PHA, without 
participation of a recommending com- 
mittee (see paragraph (f)(1) of this 
section), shall determine the eligibility 
of each applicant famiiy in respect to 
the income limits for the development 
and shall then assign each eligible ap- 
plicant its appropriate place on a wait- 
ing list for the developlment, in se- 
quence based upon the date of the ap- 
plication, suitable type or size of unit 
and factors affecting preference or pri- 
ority established by the PHA’s regula- 
tions. 

(e) List of applicanis: 

(1) Establishment of separate list. A 
separate list of applicants for Turnkey 
IiI shall be maintained, consisting of 
families who specifically appiy and are 
eligible for admission to such housing. 

(2) Dating of appiications. All appli- 
cations for Turnkey ITI shall be dated 
as received. 

(3) Effect of applicant status. The 
filing of an application for Turnkey 
III by a family which is an applicant 
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for PHA conventional rental public 
housing or is an occupant of such 
housing shall in no way affect its 
status with regard to such rental hous- 
ing. Such an applicant shail not lose 
its place on the housing waiting list 
until the application is accepted for 
Turnkey III and shall not receive any 
different treatment or consideration 
with respect to conventional rental 
public housing because of having ap- 
plied for Turnkey ITI. 

(f) Determination of potential for 
homeownership. 

(1) Recommending committee. The 
PHA should consider use of a recom- 
mending committee to assist in the se- 
lection of homebuyers from the fami- 
lies determined to have potential for 
homeownership. If a recommending 
committee is use, it should be com- 
posed of representatives of the CPC (if 
any), the PHA and the HBA. The PHA 
shall submit to the committee prompt 
written justification of any rejection 
of a committee recommendation stat- 
ing grounds, the reasonableness of 
which shali be in accord with applica- 
ble PHA and HUD regulations. Each 
member of such a committee, at the 
time of appointment, shall be required 
to furnish the PHA with a signed 
statement that the member will (i) 
follow selection procedures and poli- 
cies that do not automatically deny 
admission to a particular class, that 
insure selection on a non-discriminato- 
ry and non-segregated basis, and that 
facilitate achievement of the antici- 
pated results for occupancy stated in 
the approved Affirmative Fair Hous- 
ing Marketing Plan, and (ii) maintain 
strict confidentiality by not divulging 
any information concerning applicants 
or the deliberations of the committee 
to any person except to the PHA as 
necessary for purposes of the official 
business of the committee. 

(2) Potential for homeownership. In 
order to be considered for selection, a 
family must be determined to meet at 
least all of the following standards of 
potential for homeownership which 
are intended to assure (in accordance 
with Section 6(c)(4D) of the United 
States Housing Act of 1937) that selec- 
tion for the Turnkey III development 
is limited to low-income families capa- 
ble of assuming the responsibilities of 
homeownership: 


(i) Income sufficient to result in a re- . 


quired monthly payment which is not 
less than the sum of the amounts nec- 
essary to pay the EHPA, the NRMR, 
and the estimate average monthly cost 
of utilities attributable to the home; 

(ii) At least one member gainfully 
employed, or having an established 
source of continuing income. 

(g) Selection of homebuyers. Home- 
buyers shall be selected from those 
families determined to have potential 
for homeownership. Such selection 
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shall be made in sequence from the 
waiting list established in accordance 
with this section provided that the fol- 
lowing shall be assured: 

(1) Selection procedures that do not 
automatically deny admission to a par- 
ticular class; that insure selection on a 
nondiscriminatory and nonsegregated 
basis; and that facilitate achievement 
of the anticipated results for occupan- 
cy stated in the approved Affirmative 
Fair Marketing Plan. 

(2) Achievement of an average 
monthly payment for the develop- 
ment, which is at least equal to the 
break-even amount for the develcp- 
ment (see § 804.108). This standard 
shall be complied with both in the ini- 
tial selection of homebuyers and in 
the subsequent filling of vacancies at 
all times during the life of the devel- 
opment. If there is an applicant who 
has potential for homeownership but 
whose required monthly payment 
under the PHA’s Rent Schedule would 
be less than the break-even amount 
for the suitable size and type of unit, 
such applicant may be selected as a 
homebuyer, provided that the incomes 
of all selected homebuyers shall result 
in average reauired monthly payments 
at least equal to the break-even 
amount for the develpment. Such an 
average monthly payment for the de- 
velopment may be achieved by select- 
ing other low-income families who can 
afford-to make required monthly pay- 
ments above the break-even amounis 
for their suitable sizes and types of 
units. 

(3) Achievement and maintenance of 
occupancy of the development by a 
body of homebuyers with a broad 
range of incomes generally representa- 
tive of the range of incomes of low- 
income families in the area who would 
be qualified for admission to the Turn- 
key ITI development. 

(4) Avoidance of concentrations of 
the most economically deprived fami- 
lies in any one or all of the PHA’s low- 
income developments. 

(5) In any Project placed under ACC 
after September 26, 1975, achievement 
and maintenance of occupancy of at 
least 20 percent of the homes by 
homebuyers whose incomes do not 
exceed 50 percent of the median 
income of families in the area who 
would be qualified for admission to 
the development, with adjustments for 
smaller and larger families, as deter- 
mined by HUD. 

th) Notification of applicants. (1) 
Once a sufficient number of applicants 
have been selected to assure that the 
provisions of paragraph (g)(2) of this 
section are met, the selected appli- 
cants shall be notified of the approxi- 
mate date of occupancy insofar as 
such date can reasonably be deter- 
mined. 


(2) Applicants who are not selected 
for a specific Turnkey III development 
shall be so notified in accordance with 
HUD-approved procedures. The notice 
shall state the reason for the appli- 
cant’s rejection (including a recom- 
mendation by the recommending com- 
mittee unless the applicant has previ- 
ously been so notified by the commit- 
tee) and the notice shall state that the 
applicant will be given an informal 
hearing on such determination, re- 
gardless of the reason for the rejec- 
tion, if the applicant makes a request 
for such a hearing within a reasonable 
time (to be specified in the notice) 
from the date of the notice. 


§ 804.105 Counseling of homebuyers. 


The PHA shall provide counseling 
and training as provided in subpart C 
of this part, with funding as provided 
in § 804.206 of this part. Applicants for 
admission shall be advised of the 
nature of the counseling and training 
programs available to them and the 
application for admission shall include 
a statement that the family agrees to 
participate and cooperate fully in all 
official pre-occupancy and post-occu- 
pancy training and counseling activi- 
ties. Failure to participate as agreed 
may result in the family not being se- 
lected or retained as a homebuyer. 


§ 804.106 Homebuyers Association (HBA). 


An HBA is an incorporated organiza- 
tion composed of all the families who 
are entitled to occupancy pursuant to 
a Homebuyers Ownership Opportuni- 
ty Agreement or who are homeowners. 
It is formed and organized for the pur- 
poses set forth in § 804.304 of this 
part. The HBA shall be funded as pro- 
vided in § 804.305 of this part. In the 
absence of a duly organized HBA, the 
PHA shall be free to act without the 
HBA action required by this subpart. 


§ 804.107 Responsibilities of homebuyer. 


(a) Repair, maintenance and use of 
home. The homebuyer shall be respon- 
sibie for the routine maintenance of 
the home to the satisfaction of the 
HBA and the PHA. This routine main- 
tenance includes the work (labor and 
materials) of keeping the dwelling 
structure, grounds and equipment in 
good repair, condition and appearance 
so that they may be utilized continual- 
ly at their designed capacities and at 
the satisfactory level of efficiency for 
their intended purposes, and in con- 
formity with the requirements of local 
housing codes and applicable HUD 
regulations and guidelines. It includes 
repairs (labor and materials) to the 
dwelling structure, plumbing fixtures, 
dwelling equipment (such as range and 
refrigerator), shades and_ screens, 
water heater, heating, interior paint- 
ing and the maintenance of grounds 
(lot) on which the dwelling is located. 
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It does not include maintenance and 
replacements provided for by the 
NRMR described in § 804.111. 

(b) Repair of damage. In addition to 
the obligation for routine mainte- 
nance, the homebuyer shall be respon- 
sible for repair of any damage caused 
by the homebuyer family, or vistors. 

(c) Care of home. A homebuyer shall 
keep the home in a sanitary condition; 
cooperate*with the PHA and the HBA 
in keeping and maintaining the 
common areas and property, including 
fixtures and equipment, in good condi- 
tion and appearance; and follow all 
rules of the PHA and of the HBA con- 
cerning the use and care of the dwell- 
ings and the common areas and prop- 
erty. 

(d) Inspections. A homebuyer shall 
agree to permit officials, employees, or 
agents of the PHA and of the HBA to 
inspect the home at reasonable hours 
and intervals in accordance with rules 
established by the PHA and the HBA. 

(c) Use of home. A homebuyer shall 
not (1) sublet the home without the 
prior written approval of the PHA and 
HUD, (2) use or occupy the home for 
any purpose deemed hazardous by in- 
surance companies on account of fire 
or other risks, or (3) provide accommo- 
dations (unless approved by the HBA 
and the PHA) to boarders or lodgers. 
The homebuyer shall agree to use the 
home only as a place to live for the 
family (as identified in the initial ap- 
plication or by subsequent amendment 
with the approval of the PHA), for 
children thereafter born to or adopted 
by members of such family, and for 
aged or widowed parents of the home- 
buyer or spouse who may join the 
household. 

({) Obligations with respect to other 
persons and property. Neither the 
homebuyer nor any member of the 
homebuyer family shall interfere with 
rights of other occupants of the devel- 
opment, or damage the common prop- 
erty or the property of others, or 
create physical hazards. 

(g) Structural changes. A homebuyer 
shall not make any structural changes 
in or additions to the home unless the 
PHA has first determined in writing 
that such change would not (1) impair 
the value of the unit, the surrounding 
units, or the development as a whole, 


or (2) affect the use of the home for. 


residential purposes, or (3) violate 
HUD requirements as to construction 
and design. 

(h) Statements of condition and 
repair. When each homebuyer moves 
in, the PHA shall inspect the home 
and shall give the homebuyer a writ- 
ten statement, to be signed by the 
PHA and the homebuyer, of the condi- 
tion of the home and the equipment in 
it. Should the homebuyer vacate the 
home, the PHA shall inspect it and 
give the homebuyer a written state- 
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ment of the repairs and other work, if 
any, required to put the home in good 
condition for the next occupant (see 
§ 804.110(j)(1)). The homebuyer, ho- 
mebuyer’s representative, and a repre- 
sentative of the HBA may join in any 
such inspections by the PHA. 

(i) Maintenance of common proper- 
ty. The homebuyer may participate in 
nonroutine maintenance of common 
property as discussed in § 804.110(d) 
and § 804.111(c). 

(j) Homebuyer’s required monthly 
payment. (1) The term “required 
monthly payment” as used herein 
means the monthly payment (‘“‘Con- 
tract Rent,” see definition at 
§ 860.403(a)) the homebuyer is re- 
quired to pay as lease rental to the 
PHA on or before the first day of each 
month. Although the total monthly 
housing cost consists of the sum of the 
break-even amount (see § 804.108) and 
the debt service (payments of princi- 
pal and interest) on the applicable 
share of the capital cost of the devel- 
opment, the homebuyer, so long as the 
homebuyer qualifies as low income, is 
not required to pay the full amount, 
but is assisted by HUD’s annual contri- 
butions. The homebuyer’s required 
monthly payment, which is based 
upon Family Income, shall be an 
amount in accordance with the sched- 
ule established by the PHA and ap- 
proved by HUD in accordance with the 
U.S. Housing Act of 1937 (42 U.S.C. 
1437 et seq.) and applicable HUD regu- 
lations (24 CFR Part 860, Subpart D, 
Minimum and Maximum Rent-Income 
Ratios, and Minimum Rent Require- 
ments), provided, however, that the re- 
quired monthly payment shall not be 
more than the sum of the monthly 
break-even amount and the monthly 
debt service amount shown on the 
Purchase Price Schedule for the home 
except that if the rent, including utili- 
ties, for comparable unsubsidized 
housing in the locality is lower, such 
lower amount may be established as 
the maximum if the PHA determines 
with HUD approval that this would be 
in the best interest of the develop- 
ment. 

(2) The required monthly payment 
may be adjusted as a result of the 
PHA’s regularly scheduled or specially 
scheduled reexamination of the 
Family Income and family composi- 
tion. Interim changes may be made in 
accordance with the PHA’s policy on 
reexaminations, or under unusual cir- 
cumstances, at the request of the 
homebuyer, if both the PHA and the 
HBA agree that such action is war- 
ranted. 

(3) The required monthly payment 
may also be adjusted by changes in 
the required percentage of income to 
reflect (i) changes in operating ex- 
penses as described in § 804.109 and (ii) 
changes in utility allowances. ; 


60835 


(4) The PHA shall not refuse to 
accept monthly payments because of 
any other charges (i.e., other than 
overdue monthly payments) owed by 
the homebuyer to the PHA; however, 
by accepting monthly payments under 
such circumstances, the PHA shall not 
be deemed to have waived any of its 
rights and remedies with respect to 
such other charges. 

(k) Application on monthly pay- 
ment. The PHA shall apply the home- 
buyer’s monthly payment as follows: 

(1) To the credit of the homebuyer’s 
EHPA (see § 804.110); 

(2) To the credit of the homebuyer’s 
NRMR (see § 804.111); 

(3) For payment cf monthly operat- 
ing expense including contribution to 
operating reserve (see § 804.109). 

(1) Assignment and succession. Until 
such time as the homebuyer obtains 
title to the home, it shall be used only 
to house a family of low income. 
Therefore: 

(1) A homebuyer shall not assign 
any right or interest in the home or 
under the Homebuyers Ownership Op- 
portunity Agreement without the 
prior written approval of the PHA and 
HUD. 

(2) In the event of death, mental in- 
capacity or abandonment of the home 
by the homebuyer, the person desig- 
nated as the successer in the Home- 
buyers Ownership Opportunity Agree- 
ment shall succeed to the rights and 
responsibilities under the Agreement 
if that person is an occupant of the 
home at the time of the event and is 
determined by the PHA to meet all of 
the standards of potential for home- 
ownership as set forth in 
§ 804.104(f)(2). Such person shall be 
designated by the homebuyer at the 
time the Homebuyers Ownership Op- 
portunity Agreement is executed. This 
designation may be changed by the 
homebuyer at any time. If there is no 
such designation or the designee is no 
longer an occupant of the home or 
does not meet the standards of poten- 
tial for homeownership, the PHA may 
designate as the homebuyer any 
family member who was an occupant 
at the time of the event, who meets 
the standards of potential for home- 
ownership, and who agrees in writing 
to assume the obligations of the 
Homebuyers Ownership Opportunity 
Agreement. 

(3) If there is no qualified successor 
in accordance with paragraph (1)(2) of 
this section, the PHA shall terminate 
the Agreement and another family 
shall be selected except under the fol- 
lowing circumstances: Where a minor 
child (or children) of the homebuyer 
family is in occupancy, then in order 
to protect the chiid’s continued occu- 
pancy and opportunity for acquisition 
of ownership of the home, the PHA 
may approve an appropriate adult(s) 
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as legal guardian of the child’s interest 
in the Homebuyers Ownership Oppor- 
tunity Agreement, where the guardian 
undertakes, under a written agree- 
ment with the PHA, to perform the 
obligations of the Homebuyers Owner- 
ship Opportunity Agreement in the in- 
terest and behalf of the child, and 
where the child continues to live in 
the home with an adult to care for the 
child (the guardian or another 
person). In such case the income of 
the person who takes care of the child 
and is living in the home shall be in- 
cluded in Family Income for the pur- 
pose of determining the amount of the 
required monthly payment, but the 
provisions of paragraph (0) of this 
§ 804.107 shall not be applicable during 
the period of such approved occupan- 
cy. The guardian and the person living 
in the home to care for the child shall 
have no right or interest in the home 
or under the Homebuyers Ownership 
Opportunity Agreement except in a fi- 
duciary capacity on behalf of the chil- 


dren, and shall have no right to any 


amounts payable from the EHPA pur- 
suant to § 804.110(j2) upon termina- 
tion of the Agreement. During the 
period of guardianship, the home shall 
not be conveyed with PHA Homeown- 
ership  .Financing pursuant to 
§ 804.116(a). 

(m) Termination by PHA. (1) In the 
event the homebuyer should breach 
the Homebuyers Ownership Opportu- 
nity Agreement by failure to make the 
required monthly payment within ten 
days after its due date, by misrepre- 
sentation or withholding of informa- 
tion in applying for admission or in 
connection with any subsequent reexa- 
mination of income and family compo- 
sition, or by failure to comply with 
any of the other homebuyer obliga- 
tions under the Agreement, the PHA 
may terminate the Agreement 30 days 
after giving notice of its intention to 
do so in accordance with paragraph 
(m)(2) of this section. 

(2) Notice of termination by the PHA 
shall be in writing. Such notice shall 
state (i) the reason for termination, 
(ii) that the homebuyer may respond 
to the PHA, in writing or in person, 
within a specified reasonable period of 
time regarding the reason for termina- 
tion, (iii) that in such response home- 
buyer may be represented or accompa- 
nied by a person of the homebuyer’s 
choice, including a representative of 
the HBA, (iv) that the PHA will con- 
sult the HBA concerning this termina- 
tion, and (v) that unless the PHA re- 
scinds or modifies the noticé, the ter- 
mination shall be effective at the end 
of the 30-day notice period. 

‘(n) Termination by the homebuyer. 
The homebuyer may terminate the 
Homebuyers Ownership Opportunity 
Agreement by giving the PHA 30 days 
notice in writing of intention to termi- 
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nate and vacate the home. In the 
event that the homebuyer vacates the 
home without notice to the PHA, the 
Agreement shall be terminated auto- 
matically and the PHA may dispose of, 
in any manner deemed suitable by it, 
any items of personal property left by 
the homebuyer in the home. 

(o) Transfer to public housing rental 
unit or Section 8 Existing Program. 
(1) Inasmuch as the homebuyer was 
found eligible for admission to the de- 
velopment on the basis of having the 
necessary elements of potential for 
homeownership, continuation of eligi- 
bility requires continuation of this po- 
tential, subject only to temporary un- 
foreseen changes in circumstances. Ac- 
cordingly, in the event it should devel- 
op that the homebuyer no longer 
meets one or more of these elements 
of homeownership potential, the PHA 
shall investigate the circumstances 
and provide such counseling and as- 
sistance as may be feasible in order to 
help the family overcome the deficien- 
cy as promptly as possible. After a rea- 
sonable time, not to exceed 30 days 
from the date of evaluation of the re- 
sults of the investigation the PHA 
shall make a reevaluation as to wheth- 
er the family has regained the poten- 
tial for homeownership or is likely to 
do so within a further reasonable time, 
not to exceed 30 days from the date of 
the reevaluation. Further extension of 
time may be granted in exceptional 
cases, but in any event, a final deter- 
mination shall be made no later than 
90 days from the date of evaluation of 
the results of the initial investigation. 
The PHA shall invite the HBA to par- 
ticipate in all investigations and evalu- 
ations. 

(2) If the final determination of the 
PHA, after considering the views of 
the HPA, is that the homebuyer 
should be transferred to a suitable 
dwelling unit either in a PHA rental 
project, or through use of the PHA’s 
Section 8 Existing Housing Program, 
the PHA shall give the homebuyer 
written notice of the PHA determina- 
tion of the loss of homeownership po- 
tential and of the offer of transfer. 
The notice shall state that the trans- 
fer shall occur (i) as soon as a suitable 
rental unit is available for occupancy, 
or (ii) when the PHA has issued a Cer- 
tificate of Family Participation, and 
has determined that a suitable unit is 
available, but no earlier than 30 days 
from the date of the notice, provided 
that an eligible successor for the 
homebuyer unit has been selected by 
the PHA. The notice shall also state 
that if the homebuyer should refuse 
to move under such circumstances, the 
family may be required to vacate the 
homebuyer unit, without further 
notice. The notice shall include a 
statement (i) that the homebuyer may 
respond to the PHA in writing or in 


person, within a specified reasonable 
time, regarding the reason for the de- 
termination and offer of transfer, (ii) 
that in such response the homebuyer 
may be represented or accompanied by 
a person of the homebuyer’s choice, 
including a representative of the HBA, 
and (iii) that the PHA has consulted 
the HBA concerning this determina- 
tion and offer of transfer. 

(3) When a Homebuyers Gwnership 
Opportunity Agreement is terminated 
rursuant to this paragraph (0), the 
amount in the homebuyer’s EHPA 
shall be applied in accordance with 
the provisions of § 804.110¢j). 


§ 804.108 Break-even amount. 


(a) Definition. The term “break-even 
amount” as used herein means the 
minimum average monthly amount re- 
quired to provide funds for the items 
listed in the illustration below. A sepa- 
rate break-even amount shall be estab- 
lished for each size and type of dwell- 
ing unit, as well as for the Project as a 
whole. The break-even amount for 
EHPA and NRMR will vary by size 
and type of dwelling unit; similar vari- 
ations as to other line items may be 
made if the PHA deems this equitable. 

Hlustration. The following is an il- 
lustration of the computation of the 
break-even amount based upon hypo- 
thetical amounts. 


(1) Operating Expense 
§ 804.109): 
Administration 
Homebuyer services. ‘ 
Project-supplied utilities 
Routine maintenance— 
Common property 
Protective services 
General exp 
Nonroutine maintenance— 
Common property (Contribu- 
tion to operating reserve 
(2) Earned Home Payments Ac- 
count (see § 804.110) 
(3) Nonroutine Maintenance Re- 
serve 
(See § 804.111) 
Break-Even A 


(see 





2.00 
3.00 








3.00 
2.00 
6.50 











2.00 $27.00 
12.00 





71.50... 
46.50... 
The break-even amount does. not in- 
clude the monthly allowance for utili- 
ties which the homebuyer pays for di- 
rectly, nor does it include any amount 
for debt service on the Project notes. 

(b) Excess over break-even. When 
the homebuyer’s required monthly 
payment (see § 804.107(j)) exceeds the 
applicable break-even amount, the 
excess shall constitute additional Proj- 
ect income and shall be deposited and 
used in the same manner as other 
Project income. 

(c) Deficit in monthly payment. 
Where the required monthly payment 
is less an the amounts for EHPA 
and NR. included in the break-even 
amount, 'the EHPA and NRMR shall 
nevertheless be credited with the 
amount for these accounts, and the 
deficiency shall be supplied out of the 
operating funds. 
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§ 804.109 Monthly operating expense, op- 
erating subsidy. 


(a) Definition and categories of 
monthly operating expense. The term 
“monthly operating expense’”’ means 
the monthly amount needed for the 
following purposes: 

(1) Administration. Administrative 
salaries, travel, legal expenses, office 
supplies, postage, telphone, and tele- 
grah, etc.; 

(2) Homebuyer services. PHA ex- 
penses in the achievement of social 
goals, including costs such as salaries, 
publications, payments to the HBA to 
assist its operation, contract and other 
costs; 

(3) Utilities. Those utilities (such as 
water), if any, to be furnished by the 
PHA as part of operating expenses; 

(4) Routine maintenance—common 
property. For community building 
grounds, and other common areas, if 
any. The amount required for routine 

maintenance of common property de- 
* pends upon the type of common prop- 
erty included in the development and 
the extent of the PHA responsibility 
for maintenance (see also § 804.109(c)); 

(5) Protective services. The cost of 
supplemental protective services paid 
by the PHA for the protection of per- 
sons and property; 

(6) General expense. Premiums for 
fire and other insurance, payments in 
lieu of taxes to the local taxing body, 
coliection losses, payroll taxes, etc; 

(7) Nonroutine maintenance— 
common property (Contribution to op- 
erating reserve). An estimate of the 
amount required to accumulate an op- 
erating reserve for nonroutine mainte- 
nance and replacements of common 
property (see § 804.112(b)). 

(b) Monthly operating expense rate. 
The monthly operating expense rate 
for each fiscal year shall be estab- 
lished on the basis of the PHA’s HUD- 
approved operating budget for the 
fiscal year. The operating budget may 
be revised during the course of the 
fiscal year in accordance with HUD re- 
quirements. It is a subsequently deter- 
mined that the actual operating ex- 
pense for a fiscal year was more or less 
than the amount provied by the 
monthly operating expense estab- 
lished for that fiscal year, the rate of 
monthly operating expenses to be es- 
tablished for the next fiscal year. may 
be adjusted to account for the differ- 
ence. Such adjustment may result ina 
change in the required monthly pay- 
ment (see § 804.107(j)(3)). 

(c) Provision for common property 
maintenance. (1) During the period 
the PHA is responsible for the mainte- 
nance of common property, the 
annual operating budget and the 
monthly operating expense rate shall 
include the amount required for rou- 
tine maintenance of all common prop- 
erty in the development, even though 
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a number of the homes may have been 
acquired by homebuyers. During such 
period, this amount shall be computed 
on the basis of the total number of 
homes in the development (i.e., the 
annual amount budgeted for routine 
maintenance of common property 
shall be divided by the number of 
homes in the development, resulting 
in the annual amount for each home; 
this figure shall in turn be divided by 
12 to determine the monthly amount 
to be included in the monthly operat- 
ing expense (and in the break-even 
amount) for routine maintenance of 
common property). 

(2) After the homeowners associ- 
ation assumes responsibility for main- 
tenance of common property, the 
monthly operating expense (and 
break-even amount) shall include an 
amount equal to the monthly assess- 
ment by the homeowners association 
for the remaining homes owned by the 
PHA for routine or nonroutine main- 
tenance of common property. 

(d) Monthly operating expense state- 
ment. A statement showing the bud- 
geted monthly amount allocated in 
the current operating budget to each 
operating expense category shall be 
provided to the HBA and copies shail 
be provided to homebuyers upon re- 
quest. 

(e) Operating subsidy. (1) Operating 
subsidy shall be paid to reimburse the 
PHA for the HUD-approved costs of 
Independent Public Accountant 
audits. Operating subsidy may also be 
paid to cover proposed expenditures 
approved by HUD for the following 
purposes: 

(i) Operating Expenses for vacant 
units where the PHA shows to HUD’s 
satisfaction that it is making every 
reasonable effort to fill the vacancies. 

(ii) Collection losses due to payment 
delinquencies on the part of home- 
buyer families whose Agreement have 
been terminated, and who have vacat- 
ed the home, and the actual cost of 


any maintenance (including repairs - 


and replacements) necessary to put 
the vacant home in a suitable condi- 
tion for a_ substitute homebuyer 
family. Operating subsidy may be 
made available for these purposes only 
after the PHA has previously utilized 
all available homebuyer credits. 

(iii) The costs of HUD-approved 
homebuyer counseling. 

(iv) HUD-approved costs for training 
of staff and Commissioners. 

(v) Operating costs resulting from 
other unusual circumstances, as deter- 
mined by HUD, justifying payment of 
operating subsidy. 

(2) No operating subsidy shall be 
paid for utilities, routine maintenance 
or other items for which the home- 
buyer is responsibile (other than is 
necessary to put a vacant home in con- 
dition for a substitute family). 
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§ 804.110 Earned Home Payments account 
(EHPA). 


(a) Credits to the account. The PHA 
shall establish and maintain a sepa- 
rate EHPA for each homebuyer. Since 
the homebuyer is responsible for 
maintaining the home, a portion of 
the required monthly payment equal 
to the PHA’s estimate, approved by 
HUD, of the monthly cost for such 
routine maintenance, taking into con- 
sideration the relative type and size of 
the homebuyer’s home, shall be set 
aside in the EHPA. In addition, this 
account shall be credited with (1) any 
voluntary paymenis made pursuant to 
§804.110(f), and (2) any amount 
earned through the performance of 
maintenance as provided in 
§ 804.110(d) and § 804.111(c)(1). 

(b) Charges to the account. (1) If for 
any reason the homebuyer is unable 
or fails to perform any item of re- 
quired maintenance as described in 
§ 804.107(a), the PHA shall arrange to 
have the work done in accordance 
with the procedures established by the 
PHA and the HBA and the cost there- 
of shall be charged to the home- 
buyer’s EHPA. Inspection of the home 
shall be made jointly by the PHA and 
the HBA. 

(2) To the extent NRMR expense is 
attributable to the negligence of the 
homebuyer as determined by the HBA 
and approved by the PHA (see 
§ 804.111), the cost thereof shall be 
charged to the EHPA. 

(c) Exercise of cption; required 
amount in EHPA. (1) The homebuyer 
may exercise an option to buy the 
home, by paying the applicable pur- 
chase price pursuant to § 804.113 or 
§ 804.115, only after satisfying the fol- 
lowing conditions precedent: 

(i) Within the first two years of oc- 
cupancy, the homebuyer has achieved 
a balance in the EHPA equal to 20 
times the amount of the monthy 
EHPA credit as initially determined in 
accordance with paragraph (a) of this 
section. 

(ii) The homebuyer has met, and is 
continuing to meet, the requirements 
of the Homebuyers Ownership Oppor- 
tunity Agreement. 

(iii) The homebuyer has rendered, 
and is continuing to render, satisfac- 
tory performance of the responsibil- 
ities to the HBA. 

(2) When the homebuyer has met 
these conditions precedent, the PHA 
shall give the homebuyer a certificate 
in the form prescribed by HUD stating 
that the homebuyer may exercise the 
option to buy the home. After achiev- 
ing he required minimum EHPA bal- 
ance within the first two years of oc- 
cupancy, the homebuyer shall contin- 
ue to provide the required mainte- 
nance, thereby continuing to add to 
the EHPA. If the homebuyer fails to 
meet either the obigation to achieve 
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the minimum EHPA balance, as speci- 
fied, or the obigation thereafter to 
continue adding to the EHPA, the 
PHA and the HBA shall investigate 
and take appropriate corrective action, 
including termination of the Agree- 
ment by the PHA in accordance with 
§ 804.107(m). If the homebuyer fails to 
achieve the EHPA balance required 
under § 804.116(c)1)<i) within the first 
two years, but the PHA determines 
that there are extenuating causes of 
such failure, or that the reasons for 
the failure may be eliminated by coun- 
seling or other assistance, the PHA 
may allow additional time to reach the 
required EHPA balance and a certifi- 
cate may be granied after achieve- 
nent cf the required EH PA balance. 

(3) Before deciding to issue a certifi- 
cate, or to grant additional time for 
earning a certificate, or to terminate 
the Agreement for failure to meet the 
conditions for issuance of a certificate, 
the PHA shall consult with the HBA, 
but the final decision shall be the re- 
sponsibitity of the PHA. 

(d) Additional equity through main- 
tenance of common pronerty. Home- 
buyers may earn additional EHPA 
credits by providing in whole or in 
part any of the maintenance necessary 
to the common property of the devel- 
opment. When such maintenance is to 
be provided by the homebuyer, this 
may be done and credit earned there- 
for only pursuant to a prior written 
agreement between the homebuyer 
and the PHA, covering the nature and 
seope of the work and the amount of 
credit the homebuyer is to receive. In 
such cases amount shall be charged to 
the apprepriate maintenance account 
and credited to the homebuyer’s 
EHPA upon completion of this work. 

(e) Investment of excess. (1) When 
the aggregate amount of ail EHPA 
balances exceeds the estimated reserve 
requirements for 90 days, the PHA 
shall notify the EBA and shall invest 


the excess it federally insured savings © 


accounts, federally insured credit 
unions, and/or securities approved by 
HUD and in accordance with any rec- 
ommendations made by the HBA. If 
the HBA wishes to participate in the 
investment program, it should submit 
periodically to the PHA a list of HUD- 
approved securities, bonds, or obliga- 
tions which the associaticn recom- 

nt by the PHA of 
the funds in the EHPAs. Interest 
earned on the investment of such 
funds shali be prorated and credited to 
each homebuyer’s EHPA in proportion 
to the amount in each such reserve ac- 
count. 

(2) Peridoically, but not less than 
semi-annually, the PHA shall prepare 
a statement showing (i) the aggregate 
amount of all EH PA balances, (ii) the 
ageregate amount of investments (sav- 
ings accounts and/or securities) held 
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for the account of all the homebuyer’s 
EHPAs, and (iii) the aggregate uni- 
vested balance of all the homebuyers’ 
EHPAs. This statement shall be made 
available to any authorized repre- 
sentative of the HBA. 

(f) Voluntary payments. To enable 
the homebuyer to acquire title to the 
home within a shorter period, the ho- 
mebuyer may, either periodically or in 
a lump sum voluntarly make payments 
over and above the required monthly 
payments. Such voluntary payments 
shall be credited to the homebuyer’s 
EHPA. 

(g) Delinquent monthiy payments. 
Under exceptional circumstances, as 
determined by the HBA and the PHA, 
a homebuyer’s EHPA may be used to 
pay the homebuyer’s delinquent re- 
quired monthly payments, provided 
the amount used for this purpose does 
not seriously deplete the account and 
provided that the homebuyer agrees 
to cooperate in such counseling as may 
be made available by the PHA or the 
HBA. 

(h) Annual statement to homebuyer. 
The PHA shall provide an annual 
statement to each homebuyer specify- 
ing at least (1) the amount in the 
EHPA, and (2) the amount in the 
NRMR. During the year, any mainte- 
nance or repair done on the dwelling 
by the PHA which is chargeable to the 
EHPA or to the NRMR® shall be ac- 
counted for through a work order. A 
homebuyer shall receive a copy of all 
such work orders for the home. 

(i) Withdrawal and assignment. The 
homebuyer shail have no right to use, 
assign, withdraw, or in any way dis- 
pose of the funds in the EHPA except 
as provided in this section or in 
§ 804.113 and § 804.115. 

(j) Application of EHPA upon termi- 
nation of Agreement. (1) In the event a 
Homebuyers Ownership Opportunity 
agreement with the PHA is terminated 
(see § 864.107 (1), (m), (n) and (0)), the 
PHA shall charge against the home- 
buyer’s EHPA the amounts required 
to pay (i) monthly payments the ho- 
mebuyer is obligated to pay up to the 
date the home is vacated; (ii) the re- 
quired monthly payment for the 
period the home is vacant, not to 
exceed 30 days from the date of notice 
of intention to vacate, or, if the home- 
buyer fails to give notice of intention 
to vacate, 30 days from the date the 
home is put in good condition for the 
next occupant in conformity with 
§ 864.107; and (ili) the cost of any rou- 
tine maintenance, and of any nonrou- 
tine maintenance attributable to the 
negligence of the homebuyer, required 
to put the home in good condition for 
the next occupant in conformity with 
§ 804.107Ch). 

(2) If the EHPA balance is not suffi- 
cient to cover all of these charges, the 
PHA shall require the homebuyer to 


pay the additional amount due. If the 
amount due. If the amount in the ac- 
count exceeds these charges, the 
excess shall be paid to the homebuyer. 

(3) Settlement with the homebuyer 
shall be made promptly after the 
actual cost of repairs to the dwelling 
has been determined (see paragraph 
(pCUXiii) of this section), provided 
that the PHA shall make every effort 
to make such settlement within 30 
days from the date the homebuyer va- 
cates. The homebuyer may obtain a 
settiement within 7 days of the date 
the home is vacated, even though the 
actual cost of such repair has not yet 
been determined, if the homebuyer 
has given the PHA notice of intention 
to vacate at least 30 days prior to the 
date the homebuyer vacates and if the 
amount to be charged against the ho- 
mebuyer’s EHPA for such repairs is 
based on the PHA’s estimate of the 
cost thereof (determined after consul- 
tation with the appropriate repre- 
sentative of the HBA). 

(k) EHPA balance. All references in 
this subpart B to the EHPA balance or 
amount available in the homebuyer’s 
EHPA shall be deemed to mean the 
net amount remaining in the account 
after taking into consideration any 
amounts due the PHA from the home- 
buyer, including delinquent required 
monthly payments. 


§ 804.111 Nonroutine 
serve (NRMR). 


(a) Purpose of reserve. The PHA 
shall establish and maintain a sepa- 
rate NRMR for each home, using a 
portion of the homebuyer’s required 
monthly payment. The purpose of the 
NRMR is to provide funds for the non- 
routine maintenance of the home, 
which consists of the infrequent and 
costly items of maintenance and re- 
placement shown on the Nonroutine 
Maintenance Schedule for the home 
(see paragraph (b) of this section). 
Such maintenance may include the re- 
placenient of dwelling equipment 
(such as range and refrigerator), re- 
placement of roof, exterior painting, 
major repairs to heating and plumbing 
systems, etc. The NRMR shall not be 
used for nonroutine maintenance of 
common property, or for nonroutine 
maintenance relating to the home to 
the extent such maintenance is attrib- 
utable to the homebuyer’s negligence 
or to defective materials or workman- 
ship. 

(b) Amount of reserve. The amount 
of the monthly payments to be set 
aside for NRMR shall be determined 
by the PHA, with the approval of 
HUD, on the basis of the Nonroutine 
Maintenance Schedule showing the 
amount likely to be needed for non- 
routine maintenance of the home 
during the term of the Homebuyers 
Ownership Opportunity Agreement, 


Maintenance Re- 


FEDERAL REGISTER, VOL. 43, NO. 250—THURSDAY, DECEMBER 28, 1978 





taking into consideration the type of 
construction and dwelling equipment. 
This Schedule shall (1) list each item 
of nonroutine maintenance (e.g., 
range, refrigerator, plumbing, heating 
system, roofing, the flooring, exterior 
painting, etc.), (2) show for each listed 
item the estimated frequency of main- 
tenance or useful life before replace- 
ment, the estimated cost of mainte- 
mance or replacement (including in- 
stallation) for each occasion, and the 
annual reserve requirement, and (3) 
show the total reserve requirements 
for all the listed items, on an annual 
and a monthly basis. This Schedule 
shall be prepared by the PHA and ap- 
proved by HUD as part of the submis- 
sion required to determine the finan- 
cial feasibility of the Project. The 
Schedule shall be revised after approv- 
al of the working drawings and specifi- 
cations, and shall thereafter be reex- 
amined annually in the light of chang- 
ing economic conditions and experi- 
ence. 

(c) Charges to NRMR. (1) The PHA 
shall provide the nonroutine mainte- 
nance necessary for the home and the 
cost thereof shall be funded as pro- 
vided in paragraph (C)(2) of this sec- 
tion. Such maintenance may be pro- 
vided by the homebuyer but only pur- 
suant to a prior written agreement 
with the PHA covering the nature and 
scope of the work and the amount of 
credit the homebuyer is to receive. 
The amount of any credit shall, upon 
completion of the work, be credited to 
the homebuyer’s EHPA and charged 
as provided in paragraph (c)(2) of this 
section. 

(2) The cost of nonroutine mainte- 
nance shall be charged to the NRMR 
for the home except that (i) to the 
extent such maintenance is attributa- 
ble to the fault or negligence of the 
homebuyer, the cost shail be charged 
to the homebuyer’s EHPA after con- 
sultation with the HBA if the home- 
buyer disagrees, and (ii) to the extent 
such maintenance is attributable to 
defective materials or workmanship 
not covered by warranty, or even 
though covered by warranty if not 
paid for thereunder through no fault 
or negligence of the homebuyer, the 
cost shall be charged to the appropri- 
ate operating expense account of the 
Project. 

(3) In the event the amount charged 
against the NRMR exceeds the bal- 
ance therein, the difference (deficit) 
shall be made up from continuing 
monthly credits to the NRMR based 
upon the homebuyer’s monthly pay- 
ments. If there is still a deficit when 
the homebuyer acquires title, the ho- 
mebuyer shall pay such deficit at set- 
tlement (see paragraph (d)(2) of this 
section). 

(a) Transfer of NRMR. (1) In the 
event the Homebuyer’s Ownership Op- 
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portunity Agreement is terminated, 
the homebuyer shall not receive any 
balance or be required to pay any defi- 
cit in the NRMR. When a subsequent 
homebuyer moves in, the NRMR shall 
continue to be applicable to the home 
in the same amount as if the preced- 
ing homebuyer had continued in occu- 
pancy. 

(2) In the event the homebuyer pur- 
chases the home, and there remains a 
balance in the NRMR, the PHA shall 
pay such balance to the homebuyer at 
settlement. In the event the home- 
buyer purchases and there is a deficit 
in the NRMR, the homebuyer shall 
pay such deficit to the PHA at settie- 
ment. 

(e) Investment of excess. (1) When 

the aggregate amount of the NRMR 
balances for all the homes exceeds the 
estimated reserve requirements for 90 
days the PHA shall invest the excess 
in federally insured savings accounts, 
federally insured credit unions, and/or 
securities approved by HUD. Income 
earned on the investment of such 
funds shall be prorated and credited to 
each homebuyer’s NRMR in propor- 
tion to the amount in each reserve ac- 
count. 
‘ (2) Periodically, but not less often 
than semi-annually, the PHA shall 
prepare a statement showing (i) the 
aggregate amount of all NRMR bal- 
ances, (ii) the aggregate amount of in- 
vestments (savings accounts and/or se- 
curities) held for the account of the 
NRMRs, and (iii) the aggregate unin- 
vested balance of the NRMRs. A copy 
of this statement shall be made availa- 
ble to any authorized representative of 
the HBA. 


§ 804.112 Operating reserve. 


(a) Purpose of reserve. To the extent 
that total operating receipts (includ- 
ing any operating subsidy) exceed 
total operating expenditures of the de- 
velopment, the PHA shall establish an 
operating reserve up to the maximum 
operating reserve for the development 
(see § 804.112(d)). The purpose of this 
reserve is to provide funds for: (1) the 
infrequent but costly items of nonrou- 
tine maintenance and replacements of 
common property, taking into consid- 
eration the types of items which con- 
stitute common property, such as 
nondwelling structures and equip- 
ment, and in certain cases, common 
elements of dwelling structures, (2) 
nonroutine maintenance for the 
homes to the extent such maintenance 
is attributable to defective materials 
er workmanship not covered by war- 
ranty, or covered by warranty but not 
paid for thereunder through no fault 
cr negiect of the homebuyer, (3) work- 
ing capital for payment of a deficit in 
a homebuyer’s NRMR, until such defi- 
cit is offset by future required month- 
ly payments by the homebuyer or at 
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settlement in the event the home- 
buyer should purchase, and (4) a defi- 
cit in the operation of the develop- 
ment for a fiscal year, including a defi- 
cit resuiting from required monthly 
payments totaling less than the break- 
even amount for the development. 

(b) Nonroutine Maintenance- 
common property (Contribution to op- 
erating reserve). The amount under 
this heading to be included in operat- 
ing expense (and in the break-even 
amount) established for the fiscal year 
(see § 804.108 and § 804.109) shall be 
determined by the PHA, with the ap- 
proval of HUD, on the basis of esti- 
mates of the monthly amount needed 
to accumulate an adequate reserve for 
the items described in paragraph 
(a1) of this section. This amount 
shall be subject to revision in the light 
of experience. This contribution to the 
operating reserve shall be made only 
during the period the PHIA is responsi- 
ble for the maintenance of any 
common property; and during such 
period, the amount shall be deter- 
mined on the basis of the require- 
ments of all common property in the 
development in a manner similar to 
that explained in § 804.109(c). When 
the operating reserve reaches the 
maximum authorized in accordance 
with § 804.112(d) below, the break-even 
(monthly operating expense) computa- 
tions (see § 804.108 and § 804.109) for 
the next and succeeding fiscal years 
need not include a provision for this 
contribution to the operating reserve 
unless the balance of the reserve is re- 
duced below the maximum during any 
such succeeding fiscal year. 

(c) Transfer to homeowners associ- 
ation. The PHA shall be responsible 
for and shail retain custody of the op- 
erating reserve until the homeowners 
acquire voting control of the home- 
ewners association (see § 804.118(d) 
and § 804.119(f)). When the homeown- 
ers acquire voting control, the home- 
owners association shall then assume 
full responsibility fer management 
and maintenance of common property 
under a plan approved by HUD, and 
there shail be transferred to the 
homeowners association a portion of 
the operating reserve then held by the 
PHA. The amount of the reserve to be 
transferred shall be based upon the 
proportion that one-half of budgeted 
routine expense (used as a basis for de- 
termining the current maximum oper- 
ating reserve—see paragraph (d) of 
this section) bears to the approved 
maximum operating reserve. Specifi- 
cally, the portion of operating reserve 
to be transferred shall be computed as 
follows: obtain a percentage by divid- 
ing one-half of budgeted routine ex- 
pense by the approved maximum oper- 
ating reserve, and multiply the actual 
operating reserve balance by this per- 
centage. 
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(d) Establishment of maximum oper- 
ating reserve. The maximum operating 
reserve that may be retained by the 
PHA at the end of any fiscal year shall 
be the sum of (1) one-half of total rou- 
tine expense included in the operating 
budget approved for the next fiscal 
year, and (2) one-third of total break- 
even amounts included in the operat- 
ing budget approved for the next 
fiscal year; provided that such maxi- 
mum may be increased if necessary as 
determined or approved by HUD. 
Total routine expense means the sum 
of the amounts budgeted for adminis- 
tration, homebuyers services, PHA- 
supplied utilities, routine maintenance 
of common property, protective serv- 
ices, and general expense or other cat- 
egory of day-to-day routine expense 
(see § 804.109 above for explanation of 
various categories of expense). 

(e) disposition of reserve. If, at the 
end of a fiscal year, there is an excess 
over the maximum operating reserve, 
the excess shali be prorated to the 
NRMR of each homebuyer whose 
total required monthly payments paid 
for the fiscal year exceeded the total 
break-even amount for the year. The 
amount to be credited to each eligible 
homebuyer’s NRMR shall be deter- 
mined as follows: 

(1) Compute the amount by which 
each homebuyer’s total required 
monthly payments paid during the 
fiscal year exceeded the total break- 
even amount for the year, and com- 
pute the aggregate of these individual 
excess amounts. Those homebuyers 
whose required monthly payments for 
the year were less than the break-even 
amount for the year, and those home- 
buyers who at the time of the compu- 
tation are delinquent in payment of 
any required monthly payments, shall 
not be eligible for the additional 
credit, and shall not be included in the 
computation. 

(2) Form a fraction in which the nu- 
merator is the individual homebuyer’s 
excess over break-even, and the de- 
nominator is the aggregate excess for 
all the homebuyers, as determined in 
(1) above. 

(3) Multipy the total amount to be 
prorated by the fraction formed in (2) 
above. The amount so determined 
shall be credited to the homebuyer’s 
NRMR. Following the end of the fiscal 
year in which the last home has been 
conveyed by the PHA, the balance of 
the operating reserve held by the PHA 
shall be paid to HUD. 


§ 804.113 Achievement of ownership by 
initial homebuyer. 

(a) Determination of initial pur- 
chase price. The PHA shall determin 
the initial purchase price of the hom 
by two basic steps, as follows: 

Step 1: The PHA shall take the Esti- 
mated Total Development Cost (in- 
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cluding the full amount for contingen- 
cies as authorized by HUD) of the de- 
velopment as shown in the Develop- 
ment Cost Budget in effect upon 
award of the Construction Contract or 
execution of the Contract of Sale, and 
shall deduct therefrom the amounts, if 
any, attributed to (1) relocation costs, 
(2) counseling and training costs, and 
(3) the cost of any community, admin- 
istration or management, and furnish- 
ings attributable to such facilities as 
set forth in the development program 
for the development. The resulting 
amount is herein called Estimated 
Total Development Cost for Home- 
buyers. 

Step 2: The PHA shall apportion the 
Estimated Total Development Cost for 
Homebuyers among all the homes in 
the development. This apportionment 
shall be made by obtaining antHUD 
appraisal of each home and adjusting 
such appraised values (upward or 
downward) by the percentage differ- 
ence between the total of the apprais- 
al for all the Homes and the Estimat- 
ed Total Development Cost For Home- 
buyers. The adjusted amount for each 
home shall be the initial purchase 
price for that home. 

(b) Purchase price schedule. Each 
homebuyer shall be provided with a 
Purchase Price Schedule showing (1) 
the monthly-declining purchase price 
over a 30-year period,' commencing 
with the initial purchase price on the 
first day of the month following the 
effective date of the Homebuyers 
Ownership Opportunity Agreement 
and (2) the monthly debt service 
amount upon which the Schedule is 
based. The Schedule and debt service 
amount shail be computed on the 
basis of the initial purchase price, a 
30-year period, and a rate of interest 
equal to the minimum loan interest 
rate as specified in the Annual Contri- 
butions Contract for the Project on 
the date of HUD approval of the De- 
velopment Cost Budget, described in 
paragraph (a) of this section, rounded 
up, if necessary, to the next multiple 
of one-fourth of the percent (% per- 
cent). 

(c) Methods of purchase. (1) The 
homebuyer may achieve ownership 
when the amount in his EHPA, plus 
such portion of the NRMR as he 
wishes to use for the purchase, is 
equal to the purchase price as shown 
at that time on his Purchase Price 
Schedule plus all Incidental Costs (In- 
cidental Costs means the costs inciden- 
tal to acquiring ownership, including, 
but not limited to, the costs for a 
credit report, field survey, title exami- 
nation, title insurance, and inspec- 
tions, the fees for attorneys other 
than the PHA’s attorneys, mortgage 
application and organization, closing 


1Change to 25-year period where the ACC 
for the Project has a term of 25 years. 


and recording, and the transfer taxes 
and loan discount payment, if any). If 
for any reason title to the home is not 
conveyed to the homebuyer during the 
month in which such circumstances 
occur, the purchase price shall be 
fixed at the amount specified for such 
month and the homebuyer shall be re- 
funded (i) the net additions, if any, 
credited to the EHPA subsequent to 
such month, and (ii) such part of the 
required monthly payments made by 
the homebuyer after the purchase 
price has been fixed which exceeds the 
sum of the break-even amount attrib- 
utable to the unit and the interest por- 
tion of the debt service shown in the 
Purchase Price Schedule. 

(2) Where the sum of the purchase 
price and Incidental Costs is greater 
than the amounts in the homebuyer’s 
EHPA and NRMR as described in 
paragraph (c)(1) of this section, the 
homebuyer may buy the home (i) by 
paying the excess amount with sums 
obtained through financing other 
than PHA Homeownership Financing 
or otherwise, or (ii) if eligible, by ob- 
taining PHA Homeownership Financ- 
ing under § 804.116(a) for all or any 
portion of the unpaid balance of the 
purchase price, and paying the Inci- 
dental Costs and any remaining 
unpaid balance of the purchase price 
by application of EHPA and NRMR 
balances or otherwise. The purchase 
price shall be the amount shown on 
the Purchase Price Schedule for the 
month in which the settlement date 
for the purchase occurs. 

(3) If the PHA finances purchase of 
the home in accordance’ with 
§ 804.116(a), the balances in the home- 
buyer’s EHPA and NRMR (after pay- 
ment pursuant to §804.111(d)(2) of 
any deficit in the NRMR) shall be ap- 
plied in the following order: 

(i) To payment of the initial financ- 
ing costs specified in 
§ 804.116(a)(2)¢iii). 

ii) To payment of the purchase 

price. 
If application of the EHPA and 
NRMR does not provide sufficient 
funds for item (i) the homebuyer shall 
pay the deficiency in cash. PHA 
Homeownership Financing shall be 
limited to the unpaid balance of the 
purchase price, and shall nct be availa- 
ble to cover any part of item (i). 


§ 804.114 Resale at profit during first five 
years. 


(a) Promissory note. (1) If a home- 
buyer takes ownership (regardless of 
whether ownership is achieved under 
§ 804.113 or § 804.115) at any time 
within the five-year period commenc- 
ing with the first day of the month 
following the effective date of the 
Homebuyers Ownership Opportunity 
Agreement, the homebuyer shall sign 
a note, in an amount determined in ac- 
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cordance with § 804.114(a}(2), obligat- 
ing the homebuyer to make a payment 
to the PHA if the homebuyer resells 
the home at: a profit within such 5- 
year period. If, however, the home- 
owner should purchase and occupy an- 
other home within one year (18 
months in case of a newly constructed 
home) of the resale of the Turnkey III 
home, the PHA shall refund to the 
homeowner the amount previously 
paid under the note, less the amount, 
if any, by which the resale price of the 
Turnkey III home exceeds the acquisi- 
tion price of the new home, provided 
that application for such refund shall 
be made no later than 30 days after 
the date of acquisition of the new 
home. 

(2) The note to be signed by the 
homebuyer pursuant to paragraph 
(a)(1), of this section shall be a non-in- 
terest-bearing promissory note to the 
PHA, which shall be in the form pre- 
scribed by HUD. The note shall be ex- 
ecuted at the time the homebuyer be- 
comes a homeowner and shall be se- 
cured by a mortgage. If purchase of 
the home was financed in whole or in 
part by mortgage financing other than 
PHA financing, the mortgage to the 
PHA under this paragraph (2) shall be 
subordinated to the lien of such other 
mortgage. The amount of the note 
shall be computed by taking the HUD- 
appraised value of the home at the 
time the homebuyer becomes a home- 
owner and subtracting (i) the home- 
buyer’s purchase price plus the Inci- 
dental Costs and (ii) the increase in 
value of the home, determined by ap- 
praisal, caused by improvements paid 
for by the homebuyer with funds from 
sources other than the EHPA or 
NRMR. To protect the homeowner, 
the note shall provide that the 
amount payable under it shail in no 
event be more than the net profit on 
the resale, that is, the amount by 
which the resale price exceeds the sum 
of (i) the homebuyer’s purchase price 
plus the Incidental Costs, (ii) the costs 
of the resale, including commissions 
and mortgage prepayment penalties, if 
any, and (iii) the increase in value of 
the home, determined by appraisal, 
due to improvements paid for as a 
homebuyer (with funds from sources 
other than the EHPA or NRMR) or as 
a homeowner. 

(3) Amounts collected by the PHA 
under such notes shall be retained by 
the PHA for use in making refunds 
pursuant to paragraph (a}(1) of this 
section. After expiration of the period 
for the filing of claims for such re- 
funds, any remaining amounts shall be 
applied (1) to reduce the PHA’s capital 
indebtedness on the Project and (ii) 
after such indebtedness has been paid, 
for such purposes as may be author- 
ized or approved by HUD under such 
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Annual Contributions Contract as the 
PHA may then have with HUD. 

Illustration. If the homeowner’s pur- 
chase price is $10,000, the Incidental 
Costs are $500, the value added by im- 
provements is $1,000, and the HUD-ap- 
praised value at the time ownership is 
acquired is $17,000, the note computa- 
tion would be as follows: 


HUD appraised value. 
Homeowner’s purchase price .. 
Incidental Costs 
Improvements 


$17,000 











Note amount 


If the homeowner, in this example, re- 
sells the home during the first year 
for a sales price of $17,500, has resale 
costs of $1,600 (including a sales com- 
mission), and has added $1,500 value 
by further improvements, the home- 
owner would be required to pay the 
PHA $5,500, as indicated in the follow- 
ing computations: 


Resale price 
Resale costs 
Purchase price and Incidental 

Costs 
All improvements 





$17,500 











Payable to PHA 


(b) Residency requirements. The 
five-year note period shall be extended 
by any period during which the home- 
buyer/homeowner rents or otherwise 
does not use the home as a principal 
place of residence. Only the actual 
amount of time of residence as a 
homebuyer or homeowner is counted 
and the note shall be in effect until a 
total of five years time of residence 
has elapsed, at which time the home- 
owner may request a release from the 
note, and PHA shail provide the re- 
lease. 


§ 804.115 Achievement of ownership by 
subsequent homebuyer. 


(a) Definition. In the event the ini- 
tial homebuyer vacates the home 
before having acquired ownership, a 
subsequent occupant who enters into a 
Homebuyer’s Ownership Opportunity 
Agreement and who is not a successor 
pursuant to § 804.107(1)(2) is herein 
called a “‘subsequent homebuyer.” 

(b) Determination of initial pur- 
chase price. The initial purchase price 
for a subsequent homebuyer shall be 
the lower of the current appraised 
value, or the current replacement cost 
of the home, both as determined or 
approved by HUD. 

(c) Purchase price schedule. Each 
subsequent homebuyer shall be pro- 
vided with a Purchase Price Schedule 
showing (1) the monthly declining 
purchase price over a 30-year period’ 
commencing with the first day of the 
month following the effective date of 


1Change to 25-year period where the ACC 
for the Project has a term of 25 years (see 
§ 804.101(b)(3)). 
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the Homebuyers Ownership Opportu- 
nity Agreement of the subsequent 
homebuyer, and (2) the level monthiy 
debt service amount necessary for 
complete amortization of the initial 
purchase price over such period at the 
interest rate used to complete the Pur- 
chase Price Schedule for the initial 
homebuyer. ‘ 

(d) Disposition of excess over mazxi- 


_ mum operating reserve after payment 


of PHA debt. After payment in full of 
the PHA’s debt, if there are any subse- 
quent homebuyers, any amounts in 
the operating reserve for the develop- 
ment in excess of the maximum re- 
serve level shall be apportioned to the 
NRMRs of the subsequent home- 
buyers in accordance with § 804.112(e). 


§ 804.116 PHA Homeownership Financing; 
Conveyance of home. 


(a) PHA Homeownership Financing. 
(1) Availability of PHA Financing. A 
homebuyer may, if eligible, buy the 
home by obtaining PHA Homeowner- 
ship Financing for ali or any portion 
of the purchase price, and by paying 
at settlement all of the initial financ- 
ing costs specified in paragraph (a)(iii) 
of this section, as well as any unpaid 
balance of the purchase price not cov- 
ered by the financing. The PHA shall 
provide counseling to homebuyers eli- 
gible for PHA Homeownership Financ- 
ing. 

(2) Eligibility. A homebuyer shall be 
eligible for PHA Homeownership Fi- 
nancing if: 

(i) The PHA determines that other 
suitable financing is not available. 

dii) The homebuyer’s income is at 
the level and is likely to continue at 
the level at which 25 percent of 
monthly Family Income is at least 
equal to the sum of the monthly debt 
service amount shown on the home- 
buyer’s Purchase Price Schedule and 
the PHA’s estimate of the following 
monthly payments and allowances as 
approved by HUD: 

(A) Payment for fire and extended 
coverage insurance on the home; 

(B) Payment for taxes, special as- 
sessments and ail other charges which 
are a lien against the property, includ- 
ing real property taxes and assess- 
ments; 

(C) Payment for the PHA mortgage 
servicing charge; 

(D) Payment for maintenance and 
operation of any common property; 

(E) Amount allowed as necessary for 
maintenance of the home; and 

(F) Amount allowed as necessary for 
utilities for the home. 

(iii) The homebuyer can pay at set- 
tlement ail of the following initial fi- 
nancing costs; the amounts necessary 
for settlement costs, the initial premi- 
um for fire and extended coverage in- 
surance carried on the home after con- 
veyance, and a contribution for the 
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Homeowner’s Reserve in an amount 
equal to twelve time the sum of items 
(2)(ii)(A) through (E) (available bal- 
ances in the homebuyer’s EHPA.and 
NRMR, may be applied for the initial 
financing costs in accordance with 
§ 804.113(c)(3)). 

(3) Notice of Financing Availability. 
If the PHA determines that a home- 
buyer is eligible for PHA Homeowner- 
ship Financing, the PHA shall notify 
the homebuyer in writing. After the 
PHA has given the notice, the home- 
buyer shall continue to have all of the 
rights and obligations of a homebuyer. 
However, during this period there 
shall be no further reduction in the 
purchase price under the purchase 
price schedule, and the purchase price 
at the time the homebuyer purchase 
the home shall be the amount shown 
on the purchase price schedule for the 
month the PHA gave notice of eligibil- 
ity for financing. 

(4) Promissory Note and Mortgage. 
(i) When PHA Homeownership Fi- 
nancing is utilized, the homebuyer 
shall execute and deliver a promissory 
note and mortgage at settlement on 
the home. The principal amount of 
the mortgage debt shall be equal to 
the unpaid balance of the purchase 
price of the home as determined in ac- 
cordance with § 804.113 or § 804.115, as 
applicable. 

(ii) The mortgage shall be reduced in 
accordance with a schedule providing 
for monthly reductions and complete 
amortization of the mortgage debt 
over a period commencing on the first 
day of the month following the date of 
conveyance and ending on the first 
day after the end of the period cov- 
ered by the homebuyer’s Purchase 
Price Schedule, and the schedule shall 
also show the level monthly debt serv- 
ice amount needed to complete the 
amortization over this period. The 
rate of interest upon which the sched- 
ule is computed shall be the same rate 
used to compute the Purchase Price 
Schedule for an initial homebuyer. 

(iii) The promissory note and mort- 
gage shall be in form approved by 
HUD. The promissory note shall, 
among other things, provide: 

(A) For a Homeowner’s Reserve (in 
the amount specified in paragraph 
(a)(2)Ciii) of this section) to be held by 
the PHA to be used if the homeowner 
has no other funds reasonably availa- 
ble to pay for expenses such as main- 
tenance, insurance and taxes; 

(B) For monthly mortgage payments 
sufficient to cover (1) the monthly 
debt service (principal and interest) 
shown on the schedule, (2) the PHA 
mortgage servicing charge, (3) the pre- 
miums for fire and extended coverage 
insurance, (4) taxes, special assess- 
ments and other charges which are a 
lien against the property, and (5) pay- 
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ment for maintenance and ‘operation 
of common property, if any. 

(C) For a reduction, in the event of a 
reduction in the homebuyer’s family 
income, of the portion of the monthly 
mortgage payment attributable to 
debt service, provided that in any 
event the homeowner shall be re- 
quired to pay at a minimum the other 
elements listed in paragraph 
(a)(4)(iii)(b) which are included in the 
monthly mortgage payment. Since the 
mortgage payments by a mortgagor- 
homeowner are not “rental,” the mort- 
gage payments are not subject to the 
minimum or maximum rental provi- 
sions in section 3(1) of the Act, or the 
HUD regulations thereunder (Part 
860, Subpart D). 

(D) That for each month in which 
the homeowner makes the required 
monthly mortgage payment, the mort- 
gage debt shall be reduced in accord- 
ance with the schedule, notwithstand- 
ing any reduction pursuant to para- 
graph (a)(4)<iiiC) in the portion of 
the monthly mortgage payment attrib- 
utable to debt service. 

(iv) The mortgage shall secure per- 
formance of all the terms of the prom- 
issory note, shali be a first lien on the 
right, title and interest conveyed to 
the homebuyer by the PHA, and shall 
be promptly recorded by the PHA. 

(5) Insurance. The PHA shall obtain 
fire and extended coverage insurance 
for protection of the PHA and the 
homeowner in an amount and on 
terms acceptable to HUD, which shall 
be effective upon conveyance to the 
homeowner, and shall be maintained 
until the full amortization of the 
homeowner’s mortgage debt to the 
PHA. The PHA shall enforce the 
homeowner’s obligation to pay 
amounts sufficient to cover the premi- 
ums for fire and extended coverage in- 
surance on the home, but shall in any 
event carry the insurance out of any 
available funds, subject to collection 
from the homeowner. The homeowner 
shall make payments to the PHA (in- 
cluded in the monthly payments) to 
cover the cost of the insurance. 

(6) Mortage Servicing Fees. The 
amount of the mortgage servicing fees 
collected from the homeowner under 
the promissory note may be retained 
by the PHA, and utilized as project op- 
erating receipts. 

(7) Reports to HUD. The PHA shall 
furnish to HUD all information and 
reports concerning homes conveyed 
with PHA Homeownership Financing 
as required by HUD, and at the times 
required by HUD. 

(8) Repossession of homes. Where 
the PHA reacquires a home financed 
with PHA Homeownership Financing, 
whether by bidding in the home at 
foreclosure or by voluntary assign- 
ment from the mortgagor, the PHA 
shall endeavor to market the home to 


an eligible Turnkey III homebuyer in 
accordance with this Subpart. 

(b) Conveyance of home. When the 
homebuyer is to obtain ownership as 
described in § 804.113 or § 804.115, a 
closing date shall be mutually agreed 
upon by the parties. On the closing 
date the homebuyer: 

(1) shall pay the required amount of 
money to the PHA, and receive a deed 
for the home, and 

(2) if the home is conveyed with 
PHA Homeownership Financing pur- 
suant to paragraph (a) of this section, 
shall deliver to the PHA the promisso- 
ry note and first mortgage required in 
connection with such financing, and 

(3) if the home is conveyed at any 
time within the five-year period com- 
mencing with the first day of the 
month following the effective date of 
the Homebuyers Ownership Opportu- 
nity Agreement, shall deliver to the 
PHA the promissory note and subordi- 
nate mortgage required pursuant to 
§ 804.114. 

(c) Remittance of Purchase Price 
Payments to HUD. The PHA shall, 
within 60 days after the end of each 
fiscal year, remit to HUD all amounts 
received on account of the purchase 
prices of the homes (‘Purchase Pay- 
ments”) for application to payment of 
principal and interest on debt incurred 
by the PHA in connection with devel- 
opment of the project. After payment 
in full of such development debt, Pur- 
chase Payments shall be paid to HUD 
or applied as directed by HUD. Pur- 
chase Payments include all amounts 
applied to the homebuyer’s purchase 
price from the homebuyer’s EHPA 
and NRMR, any cash paid in by the 
homebuyer for application to the pur- 
chase price, and, where a home has 
been conveyed with PHA Homeowner- 
ship Financing, any portion of the 
mortgage payments attributable to 
payment of the debt service on the 
mortgage. 


§ 804.117 Responsibilities of homeowner. 


After acquisition of ownership each 
homeowner shall be required to pay to 
the PHA or to the homeowners associ- 
ation, as appropriate, a monthly fee 
for (a) the maintenance and operation 
of community facilities including util- 
ity facilities, if any, (b) the mainte- 
nance of grounds and other common 
areas and, (c) such other purposes as 
determined by the PHA or the home- 
owners association as appropriate, in- 
cluding taxes and a provision for a re- 
serve. This requirement shall be set 
out in the planned unit development 
or condominium documents which 
shall be recorded prior to conveyance 
of any of’the homes. If the PHA, for 
any reason, has failed to record such 
requirement prior to the first convey- 
ance, the PHA shall require each ho- 
mebuyer, as a precondition for convey- 
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ance, to contract with the PHA at set- 
tlement to make such payments. Such 
agreement shall be enforceable by the 
PHA or the homeowners association. 


§ 804.118 Homeowners association— 
planned unit development (PUD). 


If the development is organized as a 
planned unit development: 

(a) Ownership and maintenance of 
common property. The common areas, 
sidewalks, parking lots, and other 
common property in the development 
shall be owned and maintained as pro- 
vided for in the approved planned unit 
development (PUD) program except 
that the PHA shall be responsible for 
maintenance until such time as the 
homeowners association assumes such 
responsibility (see § 804.112(d)). 

(b) Title restrictions. The title ulti- 
mately conveyed to each homebuyer 
shall be subject to restrictions and en- 
cumbrances to protect the rights and 
property of all other owners. The 
homeowners association shall have the 
right and obligation to enforce such 
restrictions and encumbrances and to 
assess owners for the cost incurred in 
connection with common areas and 
property and other responsibilities. 

(c) Votes in association. There shall 
be as many votes in the association as 
there are homes in the development, 
and, at the outset, all the voting rights 
shall be held by the PHA. As each 
home is conveyed to the homebuyer, 
one vote shall automatically go to the 
homeowner so that, when all the 
homes have been conveyed, the PHA 
shall no longer have any interest in 
the homeowners association. 

(d) Voting control. The PHA shail 
not lose its majority voting interest in 
the association as soon as a majority 
of the homes have been conveyed, 
unless the law of the state requires 
control to be transferred at a particu- 
lar time, or the PHA so desires. If per- 
mitted by state law, provision shall be 
made for each home owned by the 


PROPOSED RULES 


PHA to carry three votes, while each 
home owned by a homeowner shall 
carry one vote. Under this weighted 
voting plan, the PHA shall continue to 
have voting control until 75 percent of 
the homes have been acquired by 
homeowners. However, at its discre- 
tion, the PHA may transfer voting 
control to the homeowners when at 
least 50 percent of the homes have 
been acquired by the homeowners. 


§ 804.119 Homeowners 
domirium. 

If the development is organized as a 
condominium: 

(a) The PHA at the outset shall own 
each condominium unit and its undi- 
vided interest in the common areas; 

(b) All the land, including that land 
under the housing units, shall be a 
part of the common areas; 


(c) The homeowners association 
shall own no property but shall main- 
tain and operate the common areas for 
the individual owners of the condo- 
minium units except that the PHA 
shall be responsible for maintenance 
until such time as the homeowners as- 
sociation assumes such responsibility 
(see § 804.112(d)); 

(d) The percentage of undivided in- 
terest attached to each condominium 
unit shall be based on the ratio of the 
value of the units to the value of all 
units and shall be fixed when the de- 
velopment is completed. This percent- 
age shall determine the homeowner’s 
liability for the maintenance of the 
common areas and facilities; 

(e) Each homeowner’s vote in the 
homeowners association shall be iden- 
tical with the percentage of undivided 
interest attached to his unit; and 

(f) The PHA shall not lose its major- 
ity voting interest in the association as 
soon as units representing 50 percent 
of the value of all units have been con- 
veyed, unless the law of the state re- 
quires control to be transferred at a 
particular time or the PHA so desires. 


association—con- 
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For voting purposes, until units repre- 
senting 75 percent of the value of all 
units have been acquired by homeown- 
ers, the total undivided interest attrib- 
utable to the homes owned by the 
PHA shall be multiplied by three, if 
such weighted voting plan is permitted 
by state law. Under this plan, the PHA 
shall continue to maintain voting con- 
trol until 75 percent of the homes 
have been acquired by homeowners. 
However, at its discretion, the PHA 
may transfer voting control to the 
homeowners when units representing 
at least 50 percent of the value of all 
units have been acquired by the home- 
owners. 


§ 804.120 Relationship of homeowners as- 
sociation to HBA. 


The HBA and the PHA may make 
arrangements to permit homebuyers 
to participate in homeowners associ- 
ation matters which affect the home- 
buyers. Such arrangements may in- 
clude rights to attend meetings and to 
participate in homeowners association 
deliberations and decisions. 


(Sec. 7(d), Department of HUD Act (42 
U.S.C. 3535(d); United States Housing Act 
of 1937 (42 U.S.C. 1437 et seq.). 


In accordance with Section 7(0)(4) of 
the Department of HUD. Act, Section 
324 of the Housing and Community 
Development Amendments of: 1978, 
P.L. 95-557, 92 Stat. 2080, this pro- 
posed rule has been granted waiver of 
Congressional review requirements in 
order to permit publication at this 
time for public comment. 


Issued at Washington, D.C., Decem- 
ber 14, 1978. 


LAWRENCE B. SIMONS, 
Assistant Secretary for Hous- 
ing—Federal Housing Commis- 
sioner. 


{FR Doc. 78-36073 Filed 12-27-78; 8:45 am] 
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